Introduction
Among the health care services covered by Medicare, reimbursements for HOP services have shown the largest rate of growth since the inception of the program. From 1974, the first full year of coverage for disabled Medicare enrollees, through 1983, HOP reimbursements rose from $0.3 billion to $2.7 billion, an average annual rate of increase of 26 percent. Similarly, during the same period, all Medicare expenditures showed an average annual rate of growth of about 20 percent. With the advent of the Medicare PPS in October 1983, HOP expenditures continued to grow at a rapid pace. From 1983 through 1985, HOP expenditures rose to $4.1 billion, an average annual rate of increase of 23 percent. During the same period, all Medicare expenditures showed an average annual growth rate of about 12 percent.
PPS legislation restructured the payment system by which short-stay hospitals are reimbursed for inpatient services rendered to Medicare beneficiaries. The new system gives short-stay hospitals the incentive to hold costs down because they earn a profit when their costs fall below the prospective payment or absorb a loss when their costs exceed the prospective payment. As a result, health care decisions being made in response to PPS are expected to have a profound impact on other providers of health care, especially hospital outpatient facilities. For example, the Physicians' Practice Costs and Income Survey (Health Care Financing Administration, 1983-85) indicates that physicians treating Medicare patients are being encouraged to shorten lengths of hospital stays, reduce ancillary services, and foster outpatient testing.
Preliminary findings from studies on the impact of the PPS suggest these reasons for HOP services being the fastest growing segment of the health care industry:
• There are direct financial incentives for hospitals to shift care to ambulatory settings when it is clinically appropriate and cost efficient.
• Surgical and diagnostic technological innovations have enabled hospitals to perform more procedures on an ambulatory basis.
• Utilization review policies have influenced the Medicare patient case mix in hospitals. For example, preadmission review for medical necessity, appropriateness, and quality of care encourage treatment in the safest and most cost-effective setting.
• The addition of ambulatory surgical benefits under
Medicare and the repeal of the Part B deductible for home health agency services have encouraged the use of outpatient services (Omnibus Budget Reconciliation Act, 1980, Public Law 96-499 ).
• The shift of patient care to an outpatient setting has reduced the risk of nosocomial infections.
Selected data highlights
Trends in the number of supplementary medical insurance enrollees and the amounts of covered charges and reimbursements for the years 1974 through 1985 are shown in Table 1. • From 1974 to 1983, reimbursements for HOP services to Medicare beneficiaries increased from $0.3 billion to $2.7 billion (Figure 1 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 Average annual rate of growth 23,166,570 23,904,551 24,614,402 25,363,468 26,074,085 26,757,329 27,399,658 27,941,227 28,412,282 28,974,535 29,415,397 29,988 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 Average annual rate of growth Disabled 1974 Disabled 1975 Disabled 1976 Disabled 1977 Disabled 1978 Disabled 1979 Disabled 1980 Disabled 1981 Disabled 1982 Disabled 1983 Disabled 1984 Disabled 1985 Average annual rate of growth • Nearly one-half of all Medicare HOP charges ($6.5 billion) were for three services-radiology ($1.4 billion or 22.2 percent), end stage renal disease (ESRD) ($0.9 billion or 13.2 percent), and laboratory ($0.8 billion or 12.9 percent) (Figure 2 ). • HOP charges for operating room services ($0.4 billion) accounted for about 7 percent of all HOP charges for Medicare beneficiaries, reflecting the increasing number and variety of surgical procedures performed in an outpatient setting.
All beneficiaries
• There were substantial differences by race and type of entitlement in the charge per enrollee for HOP services. The total charge per enrollee for persons of races other than white ($338) was 66 percent higher than that for persons of the white race ($203). The total charge per disabled enrollee ($474) was 149 percent higher than that for the aged ($191) . This difference was reflected, for the most part, in the use of ESRD services that accounted for 44 percent of all HOP charges among the disabled, but only 6 percent among the aged. Charges for ESRD services represented 34 percent of all charges for persons of races other than white compared with 9 percent for white persons. 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 All beneficiaries 
Reimbursements in billions
Hospital outpatient clinic and emergency room visits and charges for 1985 under Medicare (Table 3) , are shown by sex, race, and type of enrollment.
• Users of HOP services in 1985 made 5.7 million visits to clinics and almost 7.0 million visits to emergency rooms. • Although data are not shown in the tables, the rate of use of clinic services by Medicare beneficiaries declined about 7 percent from 1983 (204 visits per 1,000 enrollees) to 1985 (190 visits per 1,000 enrollees). This finding is contrary to the expected shift in hospital services from the inpatient to the outpatient setting.
• The rate of emergency room services, however, showed a moderate increase of about 13 percent from 1983 (206 visits per 1,000 enrollees) to 1985 (232 visits per 1,000 enrollees).
• The average charge per visit in 1985 was slightly higher for emergency room services ($43) than for clinic services ($41).
• Substantial differences exist in the rate of use (visits per 1,000 enrollees) of clinic and emergency room services by race and type of entitlement. Persons of races other than white used clinic and emergency room services 4.6 times and 1.5 times more, respectively, than did white persons. Disabled beneficiaries used clinic and emergency room services 2.6 times and 2.2 times more, respectively, than did aged beneficiaries. For aged Medicare beneficiaries (Table 4) , hospital outpatient covered charges and reimbursements are shown for 1985, by area of residence.
• The average HOP reimbursement per aged enrollee in the United States was $118.
• By region, the average HOP reimbursement per enrollee was highest in the Northeast ($131) and lowest in the South ($102), a difference of 28 percent. • By State, Massachusetts had the highest average reimbursement per enrollee ($217) and South Dakota the lowest ($66), a difference of 229 percent (Figure 3 ). Presented in Table 5 are hospital outpatient covered charges and reimbursements for disabled Medicare beneficiaries, excluding those for end stage renal disease.
• The average Medicare HOP reimbursement per disabled enrollee in the United States, excluding enrollees with ESRD, was $132. This figure was 12 percent higher than the average for aged enrollees ($118).
• By region, the average reimbursement per disabled enrollee was highest in the Northeast ($165) and lowest in the South ($105), a difference of 57 percent.
• By State, the average reimbursement per enrollee ranged from $288 in the District of Columbia to $73 in Alabama, a difference of 295 percent (Figure 4 ). For Medicare beneficiaries receiving hospital outpatient services in 1985, the 10 leading (most frequently reported) principal diagnoses are displayed in Table 6 . Data include the number of bills, covered charges, reimbursements, and average charges and reimbursements per bill.
• Among all Medicare beneficiaries using HOP services, the 10 leading principal diagnoses accounted for 8.9 million bills or 27 percent of all HOP bills (33.6 million).
• Similarly, the 10 leading principal diagnoses accounted for 26 percent ($1.1 billion) of all Medicare HOP reimbursements ($4.1 billion).
• Diabetes was the most frequently reported diagnosis, comprising 18 percent (1.6 million) of all bills for HOP services ( Figure 5 ).
• Cataract was the most costly leading principal diagnosis, accounting for 14 percent ($0.6 billion) of all HOP reimbursements. The average reimbursement per bill for cataract was $728, or six times higher than the average HOP bill ($121). For 1985, Table 7 presents the leading (most frequently reported) surgical procedures performed on Medicare beneficiaries in hospital outpatient departments. Utilization is measured by the number of bills, covered charges, and average charges and reimbursements per bill.
• Among all aged and disabled beneficiaries, the 10 leading HOP surgical procedures accounted for 43 percent (1.3 million) of all HOP surgical procedures (2.9 million).
• The 10 leading HOP surgical procedures accounted for about two-thirds ($0.6 billion) of all Medicare reimbursements for HOP surgery ($0.9 billion).
• The average reimbursement per bill for the 10 leading surgical procedures ($489) was 53 percent higher than the average reimbursement for all bills for surgical procedures ($317).
• The most frequent surgical procedure was operation on lens (0.45 million), which accounted for 15 percent of all HOP surgical procedures (2.9 million). • The highest average charge per bill ($1,521) was for operations on lens (Figure 6 ). • The average HOP reimbursement per bill was highest for operations on lens ($966), more than three times higher than the average for all surgical procedures ($317). The next highest average reimbursement per procedure was for operations on the breast ($437).
Definition of terms
Disabled Medicare enrollees-Disabled enrollees are separated into two groups. In the first group are persons entitled to cash disability benefits for at least 24 months; some of these enrollees have end stage renal disease (ESRD). The second group of disabled persons has not been entitled to cash disability benefits for 24 months. These enrollees are entitled to Medicare because they have ESRD and meet certain social security insured status requirements. Eligibility for Medicare coverage begins with the third month after the beginning of a course of renal dialysis.
Hospital outpatient services-Major hospital outpatient services covered by supplementary medical insurance include services in an emergency room or outpatient clinic, laboratory tests billed by the hospital, X-rays and other radiology services billed by the hospital, medical supplies such as splints and casts, drugs and biologicals that cannot be self-administered, and blood transfusions. Surgical and anesthesiology services are also covered. Physical therapy services must be furnished under a plan set up and reviewed periodically by a physician. For outpatient speech pathology services, a speech pathologist can establish the plan of treatment.
Source and limitations of data
The hospital outpatient data are derived from a 5-percent sample of bills for services performed in hospital outpatient departments during 1985. The bills were tabulated by the Health Care Financing Administration's central records as of December 1986. It is estimated that these bills represent about 98 percent of the eventual reimbursements for hospital outpatient services in 1985. Data for the years 1974-85 are based on bills recorded 12 months following the year of service. Sample counts are multiplied by a factor of 20 to estimate population totals. Therefore, the data are subject to sampling variability.
Payments for hospital outpatient services are based on interim rates that may be adjusted after the end of the hospital's accounting year, calculated on reasonable costs of operation. The hospital outpatient figures in this report reflect bills for covered services whether or not a reimbursement was made by the Medicare program. 
